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KEY ECONOMIC INDICATORS: VENEZUELA 





All values inmillionu.s.$ Exchange rate as of Feb., 1972 
unless otherwise stated. U.S. $1.00 = Bs: 4.40, 
A B C D 
ITEM Cumulative % Change 
1969 1970 1971 1) 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices (p. 3) 8,998 9,812 N.A. - 
GNP at Constant (1968) Prices 8,958 9,512 N.A. - 
Per Capita GNP, Current Prices 897 O44 N.A. - 
Plant and Investment Equipment 2, 444 2,432 N.A. - 
Indices: 1968 = 100 
Industrial Production (10/71) excluding 
Petroleum Refining 112.6 122.5... 230.7 8.9 
Avg. Labor Productivity N.A. N.A. N.A. ~ 
Avg. Industrial Wage (Blue Collar; 
Jan./Sept.; U.S.$) (monthly) 187 197 N.A. - 
PRODUCTION 
a) Crude Petroleum (1,000 b/d) (p.3) 3,594 3,708 3,549 4.3 
b) Iron Ore (Mill.MT) (11/71) 19 22 18 -10.4 
c) Cement (Thous.of MT) 2,260 2,644 2,800 5.9 
ad) Motor Vehicles (units) (6/71 Est.) 63,591 73,01 38 , OOO 5.0 
Value of Construction Permits Granted 
(9/71) (p. 3) 204 270 233 14.8 
Disposable Income 8,089 8,897 N.A. - 
Employment (Thous.) (4/71) 2,775 2,915 3,028 3.9 
Avg. Unemployment Rate (%) 6.5 6.6 6.2 -6.1 
MONEY AND PRICES 
Money Supply (11/71) (pp.4-5 1,402 1,463 1,644 20.5 
Public Debt Outstanding (11/71) 1,035 1,248 1,447 16.5 
External Debt 535 666 834 27.3 
Commercial bank prime rate 10 10 9.8 -2.5 
Indices: 1968 = 100 
Retail Prices (Metropolitan Caracas 
Area) (11/71) (p-5) 102.4 104.6 107.1 2.6 
Wholesale Prices (10/71) (p. 5) 101.6 103.1 106.5 3.6 
BALANCE OF PAYMENTS 
Gold and Foreign Exchange Reserves 
(Central Bank) 930 1,015 1,459 43.7 
Balance of Payments (+=surplus) +273 +37 N.A. - 
Balance of Trade 899 876 N.A. - 
Exports (FOB) (8/71) 2,578 2,715 2,168 24.6 
U.S. Share 940 1,082 1,216 12.4 
Imports (FOB) (8/71) (p. 8) 1,534 1,678 1,223 14.3 
U.S. Share 704 759 787 3.7 


Footnotes: 1. D=C + same cumulative portion of B. 


Sources: 1970 Central Bank Annual Report and Monthly Bulletins, 
Presidential Message. 
U.S. Department of Commerce (Imports. and Exports from/to U.S.), 
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SUMMARY 


Despite a drop of 4% in oil output during 1971, the Venezuelan economy 
has been expanding at a rate of roughly 5% in real terms, and this 
expansion is expected to continue in 1972 unless the fall in petroleum 
production and sales is prolonged. Increased Government revenues -- 
flowing from higher tax rates and prices affecting the oil and iron-ore 
industries -- have swollen Government expenditures and fueled the 
expansion. Growth in the non-petroleum manufacturing sectors is 
estimated at around 7% during 1971. Liquidity has been growing at the 
abnormally rapid pace of 20% a year. An increased rate of inflation 
continues to threaten, owing both to the extraordinary rise in Government 
expenditures and to the increase in bank liquidity. 


The Government raised Tax Reference Values -- theoretical prices used 

in computing the oil companies’ tax liability -- by an average of 32 cents 
(U.S.) per barrel effective January 1, 1972, through the end of the year, 
and decreed export levels enforced by penalties. These and other measures 
tending to increase state intervention in the industry could have an 
adverse impact on profits and, as well, on investments required to ensure 
the steady growth in production desired by both Venezuela and the 

United States. Campaigning already under way for the Presidential 
election in December, 1973 may strengthen nationalist policies toward 
foreign investments in general. 


A reorientation in Venezuela's foreign trade policies seems implied by 
recent moves. It was announced last fall that Venezuela, on the basis of 
exploratory talks on the technical level, would enter formal negotiations 
early this year with the members of the Andean Subregional Accord concern- 
ing terms of Venezuela's entry into the group. If Venezuela does enter, 
this would involve preferential tariff arrangements in favor of the other 
five Andean Group countries. On December 31, Venezuela informed the 
United States Government of its intention to terminate the 1939 Reciprocal 
Trade Agreement between the two countries. The Venezuelan Government 
announced, at the same time, its intention of modifying its trade policies 
so as to rely more on tariffs and less on quotas and licensing restrictions. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation: Expansion Continues Though Oil Output Drops 


A moderately expansive trend continues as the economy, according to the 
year-end estimate of the Central Bank, records a real growth of about 5% 

in Gross Domestic Product during 1971. The increase is roughly of the same 
magnitude as the 4.6% growth reported by the Bank in 1970. Although the 
physical volume of petroleum production fell, on average, by about 4% 
compared with 1970 -- 3.5 million barrels a day compared to over 3.7 

million in 1970 -- its value increased owing to increases in tax rates 

on the oil industry legislated in December, 1970, and to oil price rises 
abroad. These developments were mainly responsible for increasing 

Government revenues by an extraordinary 27%, despite the drop in oil production, 
and its expenditures by 23%. State expenditures are still the most important 
single factor for growth in Venezuela because of petroleum's preponderant 
role in the economy. Oil revenues provide about two-thirds of total non- 
borrowed revenues of the central government. Increased expenditures by 
Government spurred growth in non-oil sectors. 


Growth of output in these other sectors was generally higher than in the 
extractive ones, according to the Bank. Industrial production, excluding 
petroleum refining, showed a growth of 7%, and construction reversed the 
decline suffered in 1969 and 1970. The services sector recorded vigorous 
growth rates. In the Caracas metropolitan area, retail sales increased by 
a remarkable 18% over those in 1970. Emerging from the decline suffered in 
1970, construction permits rose in value by 14%. 


The Bank observed, however, that the expansion was not as intensive as could 
have been expected in view of the favorable developments in export prices. 
It noted that, despite the upward trend in terms of trade, growing liquidity 
in the hands of the public, and the stimulus this gave to demand for goods 
and services, domestic production responded only partially. Consequently, 
an appreciable portion of the demand sought satisfaction in imported goods. 


Currency is Revalued in Wake of Realignments Abroad 


Venezuela followed with intense interest the negotiations between the 

United States and its chief trading partmers over a realignment of currencies 
last December. Since roughly half of Venezuela's import and export trade is 
with the United States, the bolivar is likely to remain closely tied to the 
dollar for the foreseeable future. The "par value" of the bolivar is 
expressed in an accounting rate in terms of dollars. Hence the upward 
floating and later revaluation of European currencies and the Japanese yen, 
accompanied by a rise in the official price of gold, meant that the bolivar 
was devalued with respect to those currencies to the same extent as the 
dollar, and that imports by Venezuela from Europe and Japan would become 








correspondingly more expensive, if the Venezuelan authorities chose to 
take no action. 


Late in December, the Government of Venezuela chose what seemed to be a 
compromise course: it raised the value of the bolivar in dollar terms 

to the relatively insignificant extent of approximately 2%. That is, the 
rate at which dollars are sold to the public was lowered from Bs. 4.50 to 
Bs. 4.40, while the rate at which the Central Bank purchases dollars from 
the foreign oil and iron ore companies was lowered from Bs. 4.40 to the 
dollar to Bs. 4.30. Thus Venezuela still has two rates of exchange, and 
the interval separating them is the same. The net result of this step 
will be to make imports from Europe and Japan slightly less expensive than 
they would have been if nothing had been done, and to make imports from 
the United States slightly less expensive than they were before, the dollar 
being now a little cheaper in terms of bolivars. 


Public Liquidity Soars 


During the last two years, liquidity in the hands of the public -- cash, 
checking accounts, and time and savings accounts -- have risen at a rate 
unprecedented in recent years. A major factor has been the increased flow 
of public expenditures into the money stream as a result of the sharp 
increase in Government revenues from the extractive industries. A further 
factor has been a certain reluctance on the part of some investors to make 
significant new investments in view of uncertainties over oil policy and 
other public questions. These investors have evidently preferred to main- 
tain sizeable liquid holdings. To these were added two new elements during 
the latter part of 1971. First was speculation over revaluation of the 
bolivar. Many people and some firms exchanged other currencies for bolivars 
in the expectation of profitting if the currency were revalued upward. (The 
size of this speculative inflow has not been estimated.) Statements by 
Government officials did nothing to discourage this speculation, and the 
speculators were rewarded, although not as richly as they had hoped. 


The second new influence tending to swell liquidity has been the tendency 
of borrowers to take advantage of falling interest rates to borrow in the 
United States and pay off their bolivar loans. With the prime rate at 

4 3/4% in the US, and around 9 to 9 1/2% in Caracas, the switch is not 
surprising. What keeps Venezuelan loan rates from falling is that minimum 
rates on deposits have been kept unchanged by the Central Bank since 1970. 
Hence the commercial banks there are unlikely to lower loan rates below % 
as long as they have to pay up to 7 1/2 on time deposits. 


These factors produced an increase of 20% in total liquidity during the 
year just ended, compared with slightly over 9% in 1970. There was a 
significant change in rate of growth as between its two major components. 
Time and savings deposits, which had increased bya phenomenal 16% in 1970, 
grew 18% in the year just ended. There was, however, an even greater 
acceleration in growth of the other major component -- ready cash and 
checking accounts, or the money supply. This increased by over 20% last 
year, compared to 4% in the preceding one. 


Inflation Quickens 


A more rapid acceleration of the rate of inflation might have been expected 
from this powerful surge in the money supply. Instead, as mentioned by the 
Central Bank, some of the increase in demand went into imported goods. As 
a result, retail prices in the Caracas metropolitan area rose by a modest 
2.6% during 1972, compared with just over 2% the year before. It seems 
evident that the public prefers for the moment to remain highly liquid, 
rather than engage in a spending spree. In contrast to retail prices, 
wholesale ones rose relatively faster, by 3.6%, reflecting mainly increases 
in the prices of goods imported from industrialized countries with more 
rapid rates of inflation. Considering the large increases in Government 
expenditure expected to occur this year and next, a continued acceleration 
in the rise of the price level is likely. The Central Bank is now selling 
special bond issues for the specific purpose of soaking up excess liquidity 
and thus stemming inflationary pressures. 


Owing to the increases in oil revenues already referred to-- as well as to 

some speculative inflows -- total gold and foreign exchange reserves of the 
Central Bank rose by over $400 million to $1.5 billion at the end of 1971, 

the highest level in Venezuela's history. 


Venezuela Will Negotiate With Andean Pact 


When Bolivia, Colombia, Chile, Ecuador, and Peru signed the Accord of 
Cartagena in May, 1969, Venezuela did not sign, although it had taken part 
in the negotiations. Under this Accord, mown as the Andean Pact, the 
five Andean nations undertook to set up a common market abolishing customs 
duties on trade among them and establishing a common tariff on imports from 
outside the Andean Subregion. They also agreed to engage in joint industrial 
programming and to harmonize their economic and social policies. Although 
in Venezuela there was a significant political faction in favor of joining, 
the Venezuelan business community was opposed because it felt that sub- 
stantially lower labor costs and less stable economic conditions in the 
other five countries would harm Venezuela's industries, unless better 

entry terms were obtained than the other five were then willing to grant. 
This opposition persists among businessmen. 








Since the end of 1970, Venezuela has been talking with the five member nations 
on the technical level about the possibility of establishing some tie between 
them. Last fall, the governing body of the Andean Pact announced that these 
talks had produced a basis for negotiation, and invited the Government of 
Venezuela to commence formal negotiations on the terms of Venezuela's entry 
as a full member. The Government of Venezuela accepted, and the talks are 
expected to begin soon. 


Venezuela will probably ask and obtain exemption of its least competitive 
products -- textiles are a prime example -- from the tariff liberalization 
features of the Pact for some years, and may ask for changes in the Andean 
Investment Statute, which requires majority ownership and management by 
nationals of the Andean Subregion in most new investments by foreigners. 

Since only a small fraction of Venezuela's total trade is with Pact countries, 
its existing trade patterns are not expected to be significantly altered for 
some years if it does join. 


Trade Accord with United States is Ended 


In a connected move, Venezuela notified the United States Government on 
December 31, 1971, of its intention to terminate the 32-year old Reciprocal 
Trade Agreement between the two countries. The termination takes effect six 
months after notice, or on June 30, 1972. Behind the step were several 
motives. The advantages of the Agreement had been in good part nullified 

by subsequent events. Venezuela desires, moreover, to reduce its dependence 
on import quotas and licenses and move to a more realistic tariff level. A 
further consideration, according to Venezuelan officials, was that Venezuela's 
preferential tariff concessions to the United States under the Agreement might 
complicate the fulfillment of its undertakings with the Andean Pact, should it 
join, although the Agreement makes provision for this eventuality. 


Foreign Investment Bill Awaited 


The Commission on National and Foreign Investments, formed last March 
principally to establish guidelines for foreign investment in Venezuela, 
other than in the extractive industries, is noydrafting a bill which may be 
submitted to Congress for action during the legislative session commencing 
in March. It reportedly would require disinvestment by foreign investors, 
in certain activities, of a majority share in equity, and would also re- 
serve a number of activities exclusively to Venezuelan investors. It is 
said to resemble the Andean Investment Statute in a number of important 
particulars. 


Identifiable Economic Trends 


The current expansive trend will probably continue during the next six 
months, with overall output rising at around five percent at an annual rate. 
An increase in the rate of inflation is to be expected as the Bs. 13.4 





billion (U.S. $3 billion) in Government expenditures are sluiced 
into the money stream. Although petroleum production is below 
last year's levels and likely to remain so temporarily, the 
Government has instituted measures which it hopes will prevent 
oil revenues from declining, as will be seen in the following 
section. Those revenues could decline, despite such measures, 
should the fall in production and exports not be halted soon. 

If events take this course, there could be an adverse effect on 
the non-oil sectors of the economy later in the year. : 


Oil Companies Under Tighter Squeeze 


In the past 14 months Venezuela's relations with the foreign oil 
companies operating there have taken several new directions. 

As noted in previous Trends reports, income tax rates on the 
extractive industries were sharply increased in December, 1970, 

and in March of last year Tax Reference Values -- the theoretical 
prices of exported oil unilaterally set by the Venezuelan Govern- 
ment as the bases for calculating the companies' tax liabilities -- 
were raised by an average of about 60 cents (U.S.) a barrel. 

Later, a law governing the reversion of oil company assets to 

the Venezuelan State was passed. 


During the closing weeks of 1971, the Venezuelan Government is- 
sued three rulings affecting the oil companies. In one, they 

are required to file each year with the Government their plans 
for the coming year for exploration, investment, production and 
sales. In another, they are assessed penalties for exceeding or 
falling short of 1970 export levels, plus or minus two percent. 
The object of the latter ruling was to stabilize production and 
Government revenues. In addition, the Government decreed another 
increase in Tax Reference Values, averaging 32 cents a barrel. 


B. IMPLICATIONS FOR THE UNITED STATES 
New Measures Affect Investment Climate 


The United States and Venezuela have long had a mutual interest 
in steadily increasing petroleum production. The output level 
of 3.7 million barrels a day reached in 1970 was close to the 
maximum current potential of existing oil fields. Merely to 
maintain production at that level, sizeable new investments will 
be needed over the next ten years. 


U.S. investors here will be watching with interest for the final 
draft legislation that emerges from the Commission on National 
and Foreign Investments. Nearly everyone recognizes the 
importance of foreign investment to Venezuela's development, and 
there is ground for hope that whatever legislation ultimately 
emerges will allow significant investment opportunities to 
foreigners as well as nationals. 
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Expansion Favors U.S. Business 


The current expansive phase of the Venezuelan economy remains 
favorable to U.S. exporters. Growing purchasing power in the 
hands of the public -- to the extent not satisfied by rising 
domestic output -- will still seek satisfaction in imported 
goods. The U.S. will remain a major supplier of a wide range 
of capital and intermediate goods. 


The recent realignment of major trading currencies and the 
bolivar revaluation will favor the U.S. in the Venezuelan 
market. 
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